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BELLSOUTH SERVICES· DATA BY PRODUCT GROUP
(SOOO)

1. 1.8 1. 1.1

A. TOTAL BSSI eQUITY (END OF YEAR) (J'NC-II) 83.145 1•...wu 178."21 1•••
B. TOTAL BSSIINVENTORY (END OF YEAR) (JWC-51) 111.440 128.G) 88.704 71."75

GeNERAL STOCK (EXCLUDING CPE & BSP)

" C. AVERAGE MONTHLY INVENTORY (JWC-82) 100.107 81.837 78.515 u.•
D. MATeRIAL COST OF GOODS SOLD (JWC-75) 381.028 378...... 223,_

BSSI EUCE OTHER STOCK (PBX, KEY CPE. DOES NOT INCLUOE BSP)

E. AVERAGE MONTHLY INVENTORY (JWC-82) 32.558 29.142 12.217
F. MATERIAL COST OF GOODS SOLD (JWC-75) - .. -
G. TOTAL BSIJ EQUITY AS OF 12·31"

CPE 'TFtANSFERS TO ISS FROM ADVANCED SYSTeMS

H. EQUITY 1·1-88 JWC-I5) 11.100 •
I. LlA8lLmeS 1·1-88 (JWC-87)

TOTAL ASSETS TRAHSFEREO

BSSI eQUITY INFUSIONS

-
J. MARCH1.
K. APRIL1. (JWC-IS)

(JWC-IS)
30,000
20.000
lb.•

TOTAL EQUITY TRANSFERRED TO 8CS 1.1·82

, L. -s'1'ROHC7 RECOWENOATION LETTER (JWC-II) 82.100

Figure. redacted at Ca.pany reque.t.
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BSSI NET INCOME ANALYSIS
($000)

1989 1990 1991 •

A. TOTAL. BSSI NET INCOME (JWC-56) 32.502 366 18.Q45

B. LESS BSP NET INCOME & INTERSTATE REFUND (SURVEI\J.ANCE REPORT) (26) (21.181 ) (1.295)

C. BSSI NET INCOME FOR SURVEIIJ.,ANCE REPORTS (e-A-B) 32.528 21.5<47 20.240
EXCLUDING BSP & S5.5M REFUND IN 1990

GENERAL STOCK {EXCLUDING CPE & BSP)

O. CONTRIBUTION REAlIZED AFTER EXPENSES (JVVC-75) 34.331 12.782 9.375
ASSIGNED BY COMPANY FOR MATERIAL SOLD

E. EFFECTIVE TAX RATE (JWC-81 ass NOI CAlCULATIONS) 33.9% 33.5% 33.4%

F EFFECTIVE CONTRIBUTION TO NOI (F-O·(1-E}) 22.6;3 8.500 6.244

BSSI EUCE OTHER STOCK (PBX. KEY CPE. OOES NOT INCLUOE SSP)

G. CONTRIBUTION REAlIZED AFTER .EXPENSES (JWC-7S) - - -ASSIGNEO BY COMPANY FOR MATERIAL SOLD
H. EFFECTIVE TAX RATE (JWC-81 BSS NOI CAlCULATIONS) 33.9% 33.5% 33.4"

I EFFECTIVE CONTRIBUTION TO NOI (laG-(1.Hl) - - -
J. NOI CONTRIBUTION FROM SERVices (PsI·l·O) 5.426 11,184 12.692

Figures redacted at Company request.

Appendix G - 3
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1181 RATE OF RETUAN ON IQUfTY ANALVIIS
TOTAL_

(IIXlO)

.-

lOY ,..
PLUS

lOY TMHINR& EOY EOY EOY,.
1J!!!fIWON

,. ,. ,.,
It.. TOTAL .... IQUITY (END OF YEAR) (JWC-5I) 13,145 174,745 1/ ,.'- 171,421 ,...
.. AVIMGE EQUTY «(IOY+EOY)IZ) 117.1e. 1.,443 1....

.CUCE cmtI!! ITOQ( lPIX. !CIYex DOES NOT !NCWDI""

1111
AVIIWII

CPE

E5M!Y
C. NTIAL CPlIQUITY TMNIfIJ' (JWCo1I)
D. ElTlMATID CN IJMIJ1Y COHl/IMICIN TO EQUITY

E. IIMVIOUI HOI CONYINION TO ICUTV
F. ONE HAL, HOI CONTAI8UTIClN (P.31)
c:a. AVERAGE CPE EQUrTY (G-C+D+E+F)

H. CPE NOt c:oNTFI*mON (P.3I)
I. eN~ ON EQUITY IN RATE BASE (W4IG)

CIINIAA!. STOCK AND '?Y9W!W'I?!NCI en lIP) ,. ,.
1111

... AVIIWIE NOH-CItE EQUITY (J-e4) ,.'- ,.... '''OIl
It NOH-CItE HOI CCJNTIIIIUTIC» (I<-P.2. L+I') .,11 ,." '1,_
L NDIiW:PE REnJIIW\I ON EQUITY 21.... 15..... 11a

i.-

11 ,,,.eN......., 112 at..MMIh..,,,,,,, lnIuIIan.
" Ttia II .d~ at..., ID ICS on 111112.
".IWCoe~ ·1WOClIM*1dItion r.

Figure. redacted at Company reque.t.
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Affiliate Tranaactions - BSC Allocator

PreliJainary Finding No. 17

1.

2.

Total Retained costs/Year
(RBL 628, coluan F,
Lines 7, 10 ancl 12)

Total Retained Costs/Month
(Line 1 + 12)

3. Mov.-ber 1991 Allocation per RBL-57 ($000):

$125,443,146

10,453,596

A. UJOIQ

B. SBTT

C. SCM'

D. ISIS

E. RE'l'ADIED

F. TOTAL

M EarfPrM4

$109,558

458,107

323,541

18,863

$910,069

With Retained

$101,416 •

458,107

323,541

18,863

10,'5'

$912,381

4.

5.

Percent SaT
(Line B + Line F)
Percent Retained
(Line E + Line F)

Total Allocated in 1991
(RBL-62B, Col.B, Line 8)

6. Aaount which should
have ))een retained
(Line 4 x Line 5)

0.00

50.21'
•1.15'

$19,662,336

$226,117

7. Reduction in SST percent
(Line 4 difference)

8. Reduction in SBT allocation
. CLine 5 x Line 7)

9. Reduction in GA Allocation
(Line 8 x .29)

10. Reduction in Intrastate GA Allocation
(Line 9 x .75)

• Reduced by ..ount transferred to ISe froa BSE.

Appendix B-1

$

$

$

.13'

25,561

7,413

5,560
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AeguaMory

August 23, 1994

Suite 317
125 ,., r Center Welt
Allan Georgia 30341
404 311-2450

.
~,.

.'...

Mr. Don Craig
Auc1it Manager
Georgia Public service commission
244 washington street, S.w.
Atlanta, Georgia 30334-5701

BE: Southern Bell's aesponses to the Final aeport of
Auc1it Finc1ings to be presented to the commission

Dear Mr. Craig:

As agreec1, we have attachec1 Southern Bell's responses to the
above referencec1 finc1ings which were essentially transaittec1 to
us on August 15, 1994. We are still receiving revision. to
the.e finc1ings as this trans.ittal package is being preparec1 ..
In ac1c1ition, no s~ry of the Auc1it's finc1ings has been
receivec1 at this t~.

OUr assumption i. that the final findings, as written, will be
incluc1ec1 in the report that will be filed with the Ca-aission.
The findings that were provided, however, are still staapec1 as
DRAFT. If ana to the extent the findings are _nc1ec1,
supplaaentec1 or ec1itec1, the Coapany res.rves the right to
conform its response. The Cc.pany' s ultimete response to the
auc1it also c1ependa soaewhat on the use which is ..de of the
audit or further action by the Ca.mission in reliance on the

. audit or any finding. The Cc.pany re.erves the right to
supplement or amend its responses in the event of such action.

The Caapany was still receiving revisions to the finc1ing. a.
late as 12:00 noon on the day the responses were to be
trans.itted. The Coapany has _de a good faith effort to
reflect these chang.s in its responses. Bowever, the Company
f..ls·~t it is unfair ana unreasonable to receive these
changes at such a late date. Furthermore, the Company's time
to analyze ana respond to the audit findings was unreasonably
compressed. The Ca.pany considers it unfair and unreasonable
that it was only provided approxiMtely two weeks to review the
audit findings.

In ac1c1ition, certain of the draft Audit findings contain
information which the Caapany considers, and has identified as,
proprietary. As you are aware, access to proprietary
information throughout the audit has been provided to you and
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Don Craig
August 23, 1994
Page Two

the Snavely , King auditors subject to the term. and conditions
of the protective agr_nt. We will respond to findings and
preliminary reports which contain proprietary material so long
as such information will not subsequently be made public,
published or shared outside the scope of the protective
agre_ent.

Furthenaore, if any page nUllbers in the auditors' report bave
been changed prior to the Co-pany's la.t draft copy, plea.e
note that the Caapany often refers to specific pages in the
report and thoae numbers would n.ed to be changed accordingly.

We appreciate the opportunity to addre.s the audit findings
prior to issuance of the final report. "

Pl•••• f••l fr.e to contact .. with any questions concerning
this utter. A copy of Southern Bell's re.ponses bas been .eDt
to Snav.ly and King on this date by overnight uil •

Attachment

Copy to: Snavely, King' Associates, Inc.

. ... "-"
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S1JIIJWlY

1e.1DD1Ds iD OC~ober, 1992, SOuthern Bell bu coopera~.d with the

C~ssiOll S1:&ff aDd ita ou~dde couultaDU iD aD audi~, supposedly

rela~.d ~o &ffilia~ed tr&DSactioDa. 1'ba Ce-puy baa upended countless

.ploye.-hours iD usillilatiDl doc~u aDd copies of dOCUMDU for the

auditors' raYin, providiDs iDte"ievs aDd ap1&Datiou of the COllpUy's

policies, procedures aDd 81st.., aDd otherwise &SliltiDS the audi~orl.

Iolt recently COIIpUy repres.1:&ti.el ha.e worked clolely with the awli~orl

~o refine aDd correct prelia1n&ry fiDdiDss. throuJb this' process, a nu.ber

of the _I"e obvious aDd IratuitoUi ailcalculatioDl, aiIUDderst&DdiDll, aDd

erroneous ccmclusiou ha..e be. elt.tuted. S.. r.-aiD. AI the close of

the procell dravi nearl , the COIIpuy'l o.erall uS.SIMD~ aDd reaction to

the audit find1D&s CaD be st.-ed up iD vith three buic points:

Firlt, the COIIpuy is pleued vith the iDescapable conclusion that it

strictly adherel to aDd applies the rul.s aDd re&ulatiou of thil

Ce-ais.ion. III other vord., after nearly two year. of iDtense .crutiny by

lTo da~e, Southem leU hal not buD prcrrided with a copy of the f1Dal
report &I i~ il to be presented to the eo.t.,ion. 1'ba fiDcliql provided
are ItiU 1D draft fom. BOVeYer, the Cc.puy 11 adv1.ed that the f1Dcl1D11
vill not be chaDled after the C.puy'l fiDal raY1ev. If aDd ~o the utat
that uy findinl 11 _dad, luppl__ted or ecl1ted, the Coapany re••"e.
the r1pt U cOllforil ita re.poue. !be ea.,uy'. ult~te respoue ~o the
audit also depends s__hat on the use vIl1cb 11 ucle of the audit or
further action by the C~••iOll in rellaDce OIl the audit or aDy fiDdiDl.
the Coapuy rele"e. the riJbt to luppl__t or aMDd 1t. re.pon.e. 1D the
e••t of such action.

It should also be noted that &I late &S 12,00 noon OIl the day the
COIIpuy's re.poues vere to be tranam.tt.ed U the auditor., the awlitors
vere .t111 aak1D1 chaDle. to their fiDcliql. 1'ba ee.pany aade a 100d f&1th
effort to reflect these chanle. in it'. re.ponses to the fiDdiDlS.

... 0_0
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Staff aDd consultant auditors iDvolviDg the reviev of thousands of pales of

doc:~tation, aDd countle•• hours of oD-site di.cus.ions vith alar••

nuaber of CoIIpany ....loy••• , the auditor. identified ollly 27 scant ar.u2

falliDI iD1:O ollly S ..jor cate.ori•••VB vorth addr•••ing iD the leport.

ther. il a vastly lar.er nuaber of proc••••• , accounting practic.s, and

typ.. of transactions vhich r.c.iv.d a cl.an bill of h.alth. 3 This vas

exp.cted by the COIIpany and should be good nevI to the Ca-i••ion.

At the ._ t1M -- and this i. the ••cond point -- the CcapaDy is

disappointed iD the audit. The COIIPUY cooperated fr_ clay ODe, aDd hu

taka ev.ry reasonable st.p to help the audi1:or. UDCl.r.tand its practic••

aDd proc.dur... Despit. th••e .ffor1:l, the auditor. have per.i.ted vith a

2Thi. is Dot to lay that the Coapany acc.pts or alr••1 vith the
.ubstaDCe of th••• 27 fiDdiA... They are, in fact, ••riously flav.d. As
vill be di.cus••d in _r. detail later in the '-.rJ, rouPlY 20%
ackDovl.dl. the C.,..,. i. .trictly adheriDI to this C-u••ion' s rul.. or
other II&Ddates; another 20% acJmovl.dl. that DO .rror vas det.cted or
.iaply r.cCl.eDd further upeuiv., tiM couWliDI audits uyvay, and at
l.ut OD. identifies transactiou that actually baefitt.d Georlia
ra1:.payera. !!! ea. FiDding Ho. 15, "port at III, p. 84. .

3ID fact, .ev.ral fiDdiDl not. the proprietary of .a-e of the••
proc...... For ...-pl., FiDcI1Dg No. 13 .tate. W[t]he audit v.rifi.d that
Southem lell' I invutaat accoUDtilll proc.'1 for the .quipIMD1: transf.r.
[betWa juri.cI1ctiOlll) and inventory controls are proper &Dd that the
depr.ciatiOD ru.". cal.culatiOD procesl which il us.d by the C.,.,.
follovs the affiliated transaction rul.l. W "port a1: III, p. 72. !!!
!!!2, FiDelinl 110. 9, "port at III, p. 48. WIt likely tha1: ce-plete
r.conciliation vu effect.d.•• iII conn.ction vith the Ca-pany'l aanual
1:rUe-Up of central offic••qui,.en1:. w

-2-
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IU8ber of fiDcl1DI' vhich CaD only be charact.rized u r.-arkable,

panicularly in lipt of the ult1ll&te awiit obj.ctive u .tated iD the

r.port. Vbile poa.ibly repetitious, tbat obj.ctiv. bear. r.peatina here.

It r.acls:

to rec.ive a r.port of all iDataae.. of
DOD-c.,liaDc. vith thi. CCIIIIISSICIf'. rules
cone.miDl tru.actiou vith affiliate. (FCC
- Section 32.27), .])ocatiOD of coati betvHD
r.plated servic•• &Del DOB-replated
activiti•• (lCC - Section 64.901) &Del all
iJldicatiou or wtuee. of illepl actl tbat
could re.ult in crimD.J proa.cutiou (th...
_y be r.ported ••parately).

"port at II, p. 4.

Vbat i. utoDiah1D1 i. Dot the obj.ctiv.. It i. pla1D1y stated and

.... ..... The utoDishinl part is tbat in ....ral fiDdiDls the awiitor.

rec.-.nded ·PeDa11zinl- the COIIpaDy in ... fom or uother for strict..
adherence to the Ca..is.ion'. rul•••

FindiDa Ro. 2, Tax Allocation i. _ u.ple. -Iule 32.27(.) requ1ns

the ue of .taDeI-alone accoUDtiDl tax calculatiODI for carriers vho are

partie. to cODiolidated tax r.tumI. - "port at III, p. 17. AI i.

correctly pointed out iD footnote 1 to the laport, C.-1••ion Rule 515-3-1

• require. t.lephone coapuiu to follov FCC rul.. 10vemiDi co.t

allocatiou aDd affiliate trauactiou.· laport at II, p. 3, footDOte 1.

Iven .0, the auditor. reject the Cc.pauy's application of .tand-alone

accoUDtiDl. F1Dd1DI' No. 3 ud 4 are l1a1larly flavad.

-3-
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Sillilarly, vith reprd to lind1D1 10. 1, vh1ch discusse. the COIIpaDy'.

Lever••ed IIIplD)'H Stock Owership PlaD, the auditors do DDt dispute the

COIIPaDY's c1&1a that its tre.tllent of the diyid.ud deductioD for tu

purpo.e. 11 dictated by Generally Accepted AccoUDtiD. Pr1Dciple. (.~.).

bport .t III, p. 6. The auditor. s1aply reject~. In l1DdiDI 10. 5,

vh1ch .ttacks the Coapuy'. _thad of KcoUDt1Dz for Kcu.al&ted deferred

tue. aDd ..-artized iDye.tMJlt tu credits, the aud1tors adcDowledle that

there are priy.te letter ruliDl. supportiDl that _thodolog'.· III 11DdiDl

No.8, which criticize. the Caapuy'. tre.tMDt of -..oryCall. as replated

for iDtrastate reportiD. purpose., the auditor. ch&11aie the yin that

.....Z')'Ca1l. is rep1.ated iD Georli.. Perhaps if the aud1tor. had be. here

• ye.r earlier they would haye • clearer UDderltaDd1Dz. EYeD so, they

. prOVide • quote to aD op. beariDl before thi. C~S.iOD in which the
e.

CDIIp&lly v1aaes. stated in response to a queStiOD frOll C~s.ioDer BoWaD

aDd follow-up questiolll frOll the Assist&Dt AttOrD.,. General:

It to _ 11 a lelal .r....t of vbether it vas
replated Dr DOD-replated, aDd we appealed to the
FCC to tl'7 to relol.. that iSlua. But fr_ the
staDdpoiDt of the e&rl'l1Dls report, siDee the
Gurli. ee-tssion had ruled aDd that vas the rule
of the day, tba the DOD-replated -- previously
DOD-repa1&ted iDvestMDt upeue. for a.oryCall.
vere 1ncluded 1D the iDtrastate re.ults start1D1 ill
JUDe of 1991.

·Priy.te letter rul1lal1 are DDt biDdiDI autbori~ acept for the party
sHld.al the ruliDI. Bovner, ODe CaD lcarcely wliDe the IIltemal "yenue
service taposiDl a db_trically opposed application of the tax code on
another party.

-4-
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"port a~ III, p. 44.

III rOUlblY 20% of the f1DdiDl', the au41~or. acmowledse the authority

cited by the C.puy, but rec~d ... paalty uyvay. 1D .everal of

the.e cas.., the audi~orl are urlinl the Cc.lil.ion ~o ac~ in flagrant aDd

arbi~rary cl1.relard for and iD viola~ioo of it. own rule.. u.UlliDI.uch

actioo would be lel&1ly .ustainable, which it would oot, it would create a

policy of ab.olute uncertaioty UIODI replated utilities which ultillately

would work ~o the detriaeot of ra~epayer••

Tbe third ca~elory CaD only be characterized as disappointMDt aDd

frus~rat1oo at the lack of objec~ivity displayed by the'out8ide

couulu.ou. III 11Dcl1D1 110. 11, the aucIi~rs suues~ that sOMhow SoutMm

lell prnailed upon AT&T to res~ructure to shift cost fr. explOle to

capiU1 baaed 00 the incredible prBise, the audi~orl arsued that Southern
1\

lell vas able ~o ebarle lover ra~.. for its coapetitive lervice. a~ the

expeue of basic ratepayer.. Tbis findiol is ooth1ol short of absurd.

Tha~ is vha~ the C-,aoy has expla10ed repeatedly aDd that i. vha~ AT'T has

explaiDed. 011 JUDe 14, 1994, AT&T provided to each ee.u.ssioner the

affidavit of lichard r. lIeri. Ir. lIeri aplaiDed that AT&T'. decisioo to

re.tructure its hardware and software prices wa. the result of -..rat

"~ research and analysis. - Ioreover Ir. Heri po1o~ed ou~ that the -1990 price

re.~tun vas iapl-.oted natioovide, equably effec~iDl all of AT.T'.

SESSa Svite:.bed SY.~_ custOMr.. It vas DOt iapl-.oted in re.poue to any

aSESS 11 a reli.tered tradeaark of AT&T

-5-
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~e,••t by a .1ql1 C\LItaM~, 1Dclu.cliq BellSouth Telec~icatiODS

Corpo~ad.oll.. 18)' np~.._tati".. of Southern Bell ha"e ezp1&iD.d

~.peatecl1y, IDd iD lUDy foms, tJaat the auditors fiDdiDl. ue unfounded.

South.rn Bell .-played Deloitte & Touche to coDClw:t aD iDdePeDdat aD&1ysis

of the illpact of the prici r ••tructuriDa. '%bis ..jor aceoUiltiDa fim

concluded tJaat the auditors fiDdialS vere totally .rrcmeous. the auditors

s!aply sbru& off the o".rvbe1a1D1 v.ipt of this IY1clenc. aDd persist OIl

the basi. of copi.s of ....ral .lide. fr_ aD At&T ..rket1Dl pr••atad.OIl

d••ip.d to pi,. the c.pany'. :lDtenat :lD addiuODal .ritch purcbaa.s.

Tbe c..,aDJ beli.... that this r.fl.cts a b1a1:aDt lack of.obj.cti"ity.

III riMinl 110. 14, ritbout any ref.renc. or eitatiOD. to th. bu18 for

the .ta~t, the auditor. COllteDd that the ca.puy'. p~1u1')' IIOti"e for

support1Dl .uch "palatOI')' r.foDi vu to _h,IlC. its opportuD1ty to

•cro.s-aubs1d1z. npalat.d .erv1c•• aDd to &bift eo.ts fr_ ca-petiti". to

DOD-e...et1t1". I.nices. Senate Bill 566 did DOt pul. 0Il1 yonders why

the auditors -a th1. fiDdiDa at all. Vlaate"er the auditors IIOt1"es,

political c....tary aDd .peCulatiOll OIl the C.,aD7'S or aDJODI'S IIOti"e.

iD the les1slati"e proce.. an fu r...ed f~_ the .cope of any credible

audit. '!be fiDcUnl a1pt be appropriate OD the editorial PAl" of •

DlYspaper, but has DO plac. :lD a fomal audit.

-6-
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!A tbe fiDal aoaly.i., the e-p.y ia d1.appoiDtecl vith what the audit

contaiu, but at the ... ti8e it is ple..ed rith vbat the audit did Dot

.ay. 1'bere are far lIOn practice., procedure., aDd traDSactiou that vere

!' .crut:i.D1zecl &Del liVeD a cle. bill of health tbaIl vere the .ubject of..

fiDcl1DJ 1D thi. audit. Vb_ the ab.urd, the .peculative, tho.e fiDd1n11

notiDI COllPliaDce with the eo-1••ion'. rule. or other UDdate., aDd tho.e

reflect1Dl utr_ .ubjectivU:y are e1111:i.D&ted. the ruult i. a

cGIIP1__ury picture of Southem le11 which 1Dd1cate. DO further acnon i.

required by the C~••iOD.5

~

•

to

SCoDUuy to the auditor.' u.ertiOD ill lilldiDI 10. 14 iD which the

aw:l1tor. tap1y a .... of urlency for re.olviDa the audit i ••ue., for the

various reuou poiDtecl out iD the c.puy'. re.poue., the fiDdiDI' are

.eriously flaved aDd DO further action 11 required•

..

-7-
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Soutbena Bell Telephonl i Tilearaph Co.
Georlia rsc Staff Audit".pon•• to PiDdiDas
It. Ho. 1
Sept.-ber 1, 1994
' ..e 1 of 4

FDlDDlGIIICC)MQIIDA'lIOH:

The speclal taz __flU of tile COIIPaDY's Levera.ed laployee Stock
OWDIrahlp .1Ul should flow to regulated operatiou.

COJIPAIIY USlOHSE:

'!'be C.,uy does IIJT qr.. that the e-t.S1OD ahould adjust Geoqla's
earniDls to iDelude aD allocated .bar. of the leUSouth tu sariD.s
...oclated vlth tM di.ldead P&)'IIIDu. !be audltors ba•• used a s.rlously
flawed ualysls, lpored factual data prOYlded by the CoIIpuy, ad are Dot
COpiZUlt of IIOr. reclDt eIe.elopMDta all of vlUch would lead to a
dlfferlDt cODCluslOD thaD that r.ce__ud by the awl1tors.

Flr.t, th. dlvldlDd pa,..nu, vlUch r ••ult 111 the tu •.aYiD.s, are __ by
BeUSouth CorporatiOD, OIl ..llSouth CorporatiOll Cc..oD stock, froa equit:)'
Am1ll.s. '1'be f1uDc1al acCountlDI eaployed for the ISOP taz beDeflt :La
required by GAAP. For fecleral tax purpoa•• , BSC ls the DIlly IDtit:)' leplly
IDtltled to the tax beaeflt. Th. tax sa.in.s do Dot result frOil ezpaa••
charled to subsldiarl.s, ad therefore, they ar. DOt allocat.d to the
sub.ldiarle••

second, the fUDd,..tal CODC.pt of UlJ LESO. ls baaed upOD p'ovth 111 ftock
prlc. aDd dividlDds vbich, accordiDlly, r.duc. the coat of the LlSOP ••rsus
a DOD-l..eraleel. 'l'his would r.sult iD lover upeues for the Coapuy ad
ratepayer. over the LIn of the plaD. Rovner, the audit has focused OD a
relatively short period of tiM (1990-1992), vhil. the lellSouth plaD
covers a 13 year period. Th. analysls ad .ubs.quat elecl.iOll to acIopt the
LESOP occurred duriDI 1989 ad .arly 1990, a perlod of lood utiODal
.conomc coDdltiou. Sub.equent to the aAIoptiOD of the plUl, the utloDal
ICODOIIY took aD UDfor.... • ...re dOVDturD, vlUch adftrsely affect.d
fiDucial urkeU, I_rally, ad ..llSouth's stock price specifically.
The auditors' reCf RI.atiOD ipores factual clata vhich clearly
d.-oDStrat.s that lellSouth's Cca.OD stock bas relaiDed ad .ustaiDed
siplficaDt ..rat value well above the earlier period Uld well iD ac.s.
of the Trustee's co.t per share. In fact, iD 1994 the ai.tence of the
ESO. has resulted iD LOVEI costa to Georlia rat.payer.. au.d OD current
projectiou, 1:he stock: 10's•• :incurred during the rec•••ionary period vill
be .recovered ov.r a very short period of tiM.

Third, the &Da1ys:La is def.cti•• Dd, thus inappropriate, as r'lards
several key pointa bas.d upon a review of the backup vorkpapers vbich vere
provieled.

CALCULA1'IOK OF 1993-1994 DlClWED com
'1'be calculatiOD of the iDcrlaled cost for the period of 1993-1994
lDcorrectly ...1IMS the EXACT s...et of circuutaDces that alsted duriDl

-~...
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COlIPAIIY usroersl (Coat'd. ) I

1990-1992. lD fact, actual data for all of 1993 aDd throulb AuIUIt of 1994
is CODtrary to the auditors' ...u.ptiODI •

...u.ed Stock Lo•• l

The &D&1ylis of the .....d .tock loa. i. iDappropriate. The .tock 10••
calculatiOll us.d P~1C'fII) data for 1993-1994 based OD relU1u dur1D&
1990-1992. 1D 1993, le1lSouth'••toet pric. 1'0" fra- $51.75 to $58.00
(10. 8%), vIlicb v.. vell aboY. the TrutH'S co.t per lbar.. UsiDl actual
1993 .tock pric•• , there v.. a $3.3 lI111iOD laiD which vould off••t the
.arli.r apeue iDereu.. Purthemor., if the lellSouth .tock iDer.....
oDJ.y 6% iD 1994, there vould be aD aclditiOD&1 ISO. pill of $7.1 lI111iOD.
As of 7/31/94, the ISC c-.m .tock had .utaiDed u av.rale claily clo.iDl
sbare price iD 1994 of $60 or IIOre per .ban vith IUps approacbiDl $63 per
sbare.· (KaDy iDclepud.llt urket analy.ts cODt1Due to place a -buy
reca.ladatiOD Oil ISC .tock, reflecti.1 cOiltiaucl apprec1atiOD of the.UH:k. ) '!'he callb1Ded pill vould IIOre thaD off.et the .tock 10.. of $7.3JI
.hovD OD Appeadix D, pqe 3, liDe 10. the auditors' ulu.ptioD of a
cOllt1Du1lla .tock lOll is vithout fOUildatiOD.

lDtere.t Ixp.... l

1'he Il&1'1"OV tme period (1990-1992) tD w audit uaalyli. ...... that
tDter••t expeue aDd the .bare. allocat.d accrual _thodololY vill yield
the ._ re.ults over the r-.1Dilll life of the leverqed feature.. '!'hi.
is cODtrary to the actual operatiOD of the plaD. ror .x.-ple, the auditor.
have d tDterut expeu. tD the year. of 1993 aDd 1994 r-un, OIl
a.er the ._ .. tD the put (Appudix D, pal. 3, 11De 8). SiDe. the
ISO' d.bt is u aIIOrtiz1lll .ecurity, :1Ilter••t upeu. i. hip iD the early
year. aDd d.cl1De. tD the later year... the OUtltaDdtDI pr1llciple il
reduced. '!'he actual av.ral. iDterut upeu. for 1993-1994 is 1••• thaD
the av.raae iDter••t upeu. duriJlI 1990-1992. (ror ..,1., iDt.re.t
expeu. vas $74.811111iolltD 1991 aDd $67.911111iOD ill 1993.) the
auditors' U ...ptiOD that tDtere.t .xpeue vill r-.iD e.sentially
UIlchaqed i. cOlltrary to the actual debt oblilatiOll.

lTbe audit r.port iD AppeDd1z D, '''. 3, liDe 16 DOtes that the auditor.,
after Ilu-.rous eli.cus.iOll vith the eo.puy, ha.e cODIidered iller..... iD
stock price and deere.... ill lou iDter••t iD th.ir calculatiODI.
Hovn.r, the actual illpact of th••e iteu is s1pdficutly hip.r thaD
¥hat the awlitor. ha.e iIlcluded iD their calculatiODl, aDd 1t vouleS
cOlltillue to iDcr.... iD future year••

......
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CDIr.AIIY IISlCIISI (Cont'd.):

llISI ASSUJlPTION

In tbe reporta' -.cc•••aation, tbI su~t is ude, - ••• the local
l:elephoDe capay (-QTC-) ..I: u.... the risks uad COlts usociated vith
the [ESOP] lou aDd value of the stock purcbued. - 'lh11 is an iDcorrect
UDder.taDdiD& of the ISOP oblilation. As.et forth in the debt offering
for the ISO', there is DO oblilation ucribed to Soutbern Iell or &Dy other
lub.icl1ary of ISC. ISC is ultiutely uad .olely the parantor of the debt
oblilation.

ADKDIISDATICII com
11ae report ..... nferPDCe to the adPJiail1::ration cOla of the WOP
(Appencl1x D, pale 4, Mote f) baaed on infonation ori,1Dally provided tbI
C.,aDY 1D prior years. SubI.....t to tlIat rupoue the USO' aDd lac
_d1f1ed the trea1aeDt of such aclld.D1auau" COla. Iffecuye JaDU&r7 1,
1993, ceruiD aet-1.ailtrative COlts 1Dcurred by ISC vere recovered fre- the
trust. In aarn, the Trustee be,u 1:0 recover adPr'ailtrat1ve costs of the
ISO. fra. iDdiYidual pla participants (e.l• ..,loyee.) ualal a .chedule of
BaDlyl aDd trauactioD f..l, u _re fully delcribed 1D the 1993 SIC Pom
10-1 for the ISO. plaDa. CODIlquat1y, ISC hal uterially reduced 1:M
co.u it hal iDcurred in tbe operatiolll of the plaD aDd tho.e p....d dow
to .ub.idiarie••

C(JICLUSIOH

In cODCluaion, tbe CGIIpuay d1lqree. vi.th the audit'l f1Dd1D, of tbe
existeace of a cross-Iublidy, or the MId for either a cme-t1M or
contiDui.D1 HOI adjUl1aeDt to the Geor,ia auneilluce "port. 'Dae tax
accountiD& related to tlae diyideDcla ari.e••olely because ISC, DOt SB,
Ca-Gn Itock i. used to prOVide the uteh1al obU,ation &ad becaue asc,
not SI, d1vidacla an used to .enice the debt obli,at1oa, wbic1l il the
actual liial oblilat1OA of ISC, DOt 51. (ISC, DOt IB, adyaaced the fUDdJ
to ute the firlt debt lervice pa,..t to the ESOP. ISC ¥ill Dot recover
tho.e fUllCb fre. the participatin& sub.idiarie. until the ad of the 13
~ .1..era.e period.) As d.oaltrated in the iDfomation provided to the
auditor., eada participatin& C.,aD1 bear. the d1nct apeaae. of the
..,loyee blDefit plas aDd lharel iD the attmdaDt cost reductiou. 1'bus,
DO crol. .ubaidy ui.a. PurtbeDlOre, the c.,..,. d1sacr'" vi.th 'the
...ertion that tbe tax beDefit should be u.iped to Southern le11 because
sucla ..siPMDt voulel be contrary to GAAl aDd the current tax code•

... -
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COIIlMIY 1ISl000SI (CoDt'd. ) :

COIICLUSIOH

r1aally, ill propoaiq tba JI)1 acljutMllti to Cieorp,a Sunail1aDce laport,
the uad1torl haft ..,loyad a leriousl, flavecl _tbocIololY vbich re.ultl iA
a distorted project10D. ., WOP il ••i'" ucl iDtaDded to reduce COIU
over tile life of tba plaD. 'DIe vi.-.pr.... aAIoptiOll of tbe LISOP is a
Ulu-nt to 11:1 fiDuacial auracti....I. • cc.plata aD&1ylil of ISC
LISOP'I perforMDCe to data ""'utratal tbat it il curr.t1y doial 10.
'1'ba auditors haft uad lelected, DOD-repru.Uti.e data upon which it baa
baled tba propoMcl HOI aclju~tI. Accordially, the HOI adju~tI &I
propo.ed are 1Dappropriata.

•
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lIJI)DGIUCf)!QIMU'fICliJ

Tn C.,.ny baa adai..ed a lip1ficaDt cro••-.ub.idy frOll ita r.plat.cl
operat1.. aDd WCO to its DOIlr.platecl operat10D1 as a result of ita
fiU.... of cOILIolidated tax r.tuns. 'D&e c..w.ative tax savinll should be
d.ducted f1'Clll the COIIpaDY's rate bu••

COIIPAIIY 1ISPOtfS1:

'l'he c.paay tid.... tbis f1lut1D1 il ~k&ble .iDee tbe obj.ctive of tbe
audit v.. to find -all 1DItaae•• of DOD-C.-pl1uc:. with the C-.1.SiOD'1
rules coac.n1D& trauactiou with affiliatel Cret-SectiOD 32.27)- aDd yet
the auditor. state that tile C&1LII of thi. Pindial 1. the CCIIIp&Ily'. -.trict
adblrenel to lee lull 32.27 (I) •-

Tax ""1 for Souwn Bell 11 .ppropriately det.DI1Ded OD & .taDd-a1oDe
buis, vlaich .. thl auditors .tate i. in C.,l1aDc1 vith Part 32.
lor.ovlr, this fiDcUDl 1Dconectly ....rts that the • .tand-alone tu
ex"'l calculatiODl aable•• cro••-Iubaidy frOll profitabll r.plated
operat1OD1 to unprofitable Dcmrlplated opel'ati... • 1D fact, 1:be CODVlr.e
is actually true. If tbe replateel Btity/. tax liability bas been
correctly calculated, aad that fact lau DOt been cha1lenaed, then to reducl
tbe rlplated liability by lo••es ...ratld by DODI'eplattMl operatio,.
re.ults ill a .ubsidy to the rlpalated operatiODl.

The C.,uy beli...1 that &DY cODlolidateei tax adjutlleDt is i"r_1:1y
wail' aDd iDappropriate .iacl the tax benefits derivld frOll filiD& a
cODIolidated r.tum are a re.ult of .hartlholderl I iIlvI.muts in
UDrlpalated entlrpri... vb1cJa are DOt .upported DOr 1DIured by the
ratepayerl. !he ee.u••iOD would be iutltutiq a cbaDJ. in policy for all
r.plated utiliti•• aDd Dot just BeUSouth becaUSI the adjustlleDt
rlcCI._ncled by 1:be auditor. vould 1IIpact all r_plated _titil' that fUe
cODIolidated r11:1lrDl. III addition, aD adjutMllt to rate basi of aay p..t
cODIolidated retum benefits would cODltitute inappropriate ra~_.k1DI•

• basic priDciple of nplatioD i. the ._paratioll of repalated utility
o,.r&tiou frOll DGDnplated 0plrauODl. 1'2:ais principll i. achieved
related to iDe.. tu.. vben the sUDCI-alone cODcept i. applied to the
calC1ilatiOD of current iIlca.l taxi'. Under thi. Conclpt, the tax lav 11
applild OD aD _tity by _tity bu1s. • r..ult 11 that the currat
expeu. for the npalated utility rlfllCts the 1.IIpact of the activitie. of
the repalated utility and ODly tho.. activitil.. In othlr words, if
BellSouth had cho.a DOt to iIlve.t in any unrlplatld operatioDS aftlr
dive.titure, Southern lell (and Southern lell-Gaorlla) would haVI recorded



.'
Soutbem lell t.l.phone i T.lelTaph Co.
Geol'lU PSC Staff Auditlea,... to riDdinl.
It••• 2
sep~r 1, 1994
r.... 2 of 3

CQIIldt USlClfSI (CoIlt'd.):

the ... tax .zp... for tile year. 1988 tJaroqh 1991 as vere actually
recorded. 1._ tbouP .OM UDr.plated operanona .y ha•• initial 10•••• ,
the ....rtiOll by tile au.d1tor. tlaat -tile repJ.ateel operationa .ubsidize a
portion of the iDit1al 10•••• by beiq wrl.d rith o••r.tated tax••- is
1Dcorr.ct. Tbe .taDel-alon. conc.pt r ••ults ill each cc.puy r.cord1Ja& its
true ••parat. c.-paay tax liability. '!be FCC recopiz.. the faim... of
this conc.pt by requiriDl .tand-alone tax upaa. calculations UDder Iule
32.27(.). T.be Georlia rsc baa adopt.d Part 32.

The auditor. al.o ....rt that the r.plated utility rill DOt ahara iD auy
of the profits onc. aD unprofitable 1IDl'Iplateel c.,uy bee... profitabl••
!be COIIPauy beli..u that the priDeipl. of replanon .bould be uph.ld
uilltaininl the ••paration of the replated utility operationa fro. the
unr.plat.d operatiODS. UDd.r the COIIpaDy'. curr_t procedur•• , the
replated op.rationa do not .har. in either the 10•••• or the laiDa fro.
the nonr.plat.d op.rations.

lurtbeDlOr., th. au.d1tor. are 1Dcorr.ct that UIJ beDefit fro. filiDl a
couolidat.d tax ruum is peman_t. Altboup.uch filiq allow. the
Iroup to 1I.Ie a aroup "'r'. 10.. ill the curr_t year, that __r CGllpauy
would hay. beD able to 11.1. that 10•• its.lf vbIIl it beca.e profita~e.
The auditor'. ·~l.· i11uatratilll a .uppo.ed aub.idy i. flawed iD that
it fails to r.flect the fact that the couolidat.d r.turn pr.y_ted the
nonrep&1ated entity froa usiDl its ova 10•• ill Year 1 to r.duce its iIlcOlH
tax liability froa $3,500 to $0 ill Year 2.

1D addition to the baic inequity of their position, the illpact of $44.7
lI111ion vlUch the auditor. e.tillate to be the beDefits of consolidation
attribut.d to GIorlia are aro.sly ov.rstated. Profitable UArelu1ated
operatiODl hay. prorided aub.tantially all the tax ,.,aats DlCUS&ry to
appropriately c.,.sate the UDprofitable UDreplated operatiODl for the
ben.fits of th.ir tax attribute. cODtri1nated to the couolidat.d aroup. ..
a r ••ult, there i. DO cOD.olidated ....fit to be atnibut.d to Georlia.

It abould be clear that the adj1l.ltlleDt is .!llply iDcorrect, but the CGllpauy
vould DOte that if the C-.i.SiOD vere to aab the r.co_IDded adj1l.ltlleDt,
tbi..· would conatitute aD UDlavful tlkiDI of Southern le11'. property ill
contrav.tiOll of the 14th ..dlleDt to the 1JIaiteel Stat.s CoDItitutiOD ..
vell as aDal0loUi proyisiou of the Georlia Constitution. 1D addition,
UDd.r the federal dec1siolll iD B!m!. aDd Blu.field, as vell as the c..e
authority ill Georlia, Southern Bill 11 .ntitl.d to aD opportull1ty to earn a
reuonable return OD its iIl•••taents dedicated to the proyision of

....
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COIPAN'f USrclCSl (Cant'd. ) :

replated .errice. ill this ltate. Artificially reducilll Southern Bell' I
'tax espeue. s_rated by iu replated operations, by couideriDa utters
outside the jurisdiction of this C~••iOD, would violate the.e lesal
requir~ta.

Georlia'. rate. were .et baled on coaai.teat e.tillate. iD accordaDce vith
clearly accepted -.tbocIs of deteZIIiDiDI tax apaae (ill teDU of tax law,
lee, aDd Geor.ia 'SC requir__u). MJ atu.pt to DIA.e in retroactive
rat-,kiul back to 1984 would be iDappropriau &Del ualavful.

ID coaclllliOD, the tax upeue as reported OD the Georsia .uneillaDce
report i. the true tax expeue iDcurred by Southern Bel1~Georlia;

therefore, the C~SSiOD should Dot uke any adjllltMDts to Georlia' S
eara1DI' or rate base. .

..
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rIHDDlGIJ.ICOIIIIDIDA'1'IOH:

IDe.. tax expeue wried to replaud operat1ou .bould Dot be used to
.ub.1d1ze the lo••es of DODrelu1ated products aDd .erv1c.s off.r.d by
Southem Bell Georl1a.

COIPJRY IESPOHSI:

'!he tax calculat10D for Georl1a's r.plated operatioDl bas betm ude
corr.ctly ad the auditaI'I do Dot cbal1..e that calculat10D. 1Jl adcl1tiOD,
the auditorl do DOt cbal1_le the calculatiOil for the UDreplat.d
op.ratiou vbeD tbe operatiou I...rat. iDe... .u is typical of this
audit, hov....r, the fiDdiDl ....rts that tbe properly calculat.d r'lu1at.d
oblilatiOil .bould be off••t by 10s"1 ...oc1ated vith South.m Bell's
UDr.plated operat1ou. '11li. il motber eu.pl. of the auditors
r.co._d1ll& All iDcou1.UDt po11c)' vith reprd to ncord1Jl& tax up....
'lb. auditorl ODly objective appur. to be the ...iJIIMDt of all co.ts to
the UIlr.plated operatiou uad all beMfiu to the relu1ated operat1ou
re.ardle'l of which operation leD.rate. th. beDefitl.

1Ibil. the fiDd1......ns that thi. adjus1:Mllt .bould be doD' iD ord.r to
avoid .ubs1diziDl unreplat.d operatiou, the CODY.r.e il true. If ,,1:be
r.plated operatiOD'. tax liability bas bee corr.ctly calculat.d, t.beD
r.quiriDl that tbe properly calculat.d replat.d 'taX oblilation be reduced
by 101,el iD the UDr'aulaud ar.a, actu&1ly re.ults in a lub.idy to the
reaulat.d op.ratiou. Stated _1" 11aply, if the replat.d operatiou of
southem lell I..rated $1,000 iD tax liability, but rat.payerl vere ollly
r.quir.d to pay $800 becaue of 10•••• iD the UDreaulat.d area, tb. it is
the r.plated operatiODl that ar. r.ceiv1ll& a ,ub.idy.

'lb. Cc.puy di'aar-I vith thi. fiDdiq ad doe. beli.v. that 1f the
Ca.1I.1011 vel" to uke th. r.co••nd.d adjUStltellt, thil vould cODlt1tut.
an UDlavful tlkiDI of Soutbem Bell'. property iD cODtra••t10n of the 14th
____t to the 1Ja1t.d Sutel Coutitut1OD as vell as anal0loUi provil1ons
of the Georlia Cout1tutiOil. 1Jl additiOD, UDd.r the f.deral decilions iD
Bope ucl Bluef1eld, as vell .. the c... authority of Georlla, Southern Bell
il._titled to all .pport1lD1ty to .am a rulouble r.tum OD its iDY.,t:MIlt
dediCated to the prov111on of r'aulated ,erv1c.. iD th1, lUte.
Artif1cially r.du.ciDl Southern Bell's tax up.... I.'rated by its
replated operatiou, by couider1q utterl outside the jurild1ction of
this Cc.aillioD, vould v10late th••e l'lal rlquir-eJlts.

.....
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FDmDIGJIICOIIIDII)ATIOIf:

The ee-1••ion should 1utruct the CGllpUl1 to uteh beDefiu to related
co.u.

COIIl.Allt USlOlfSI:

AI vas the cue ill tM .eeODd f1Dd1Dl, the COIIpIDJ thtnkl thi. fiNlinl i.
r...rkable .ince the objecuye of the audit vu to fiDd -all wtuaee. of
Don-c.,liance with the eo-t.••ion'. rule. coneemiDl tranaacuons with
affiliatel (rCc-Section 32.27) - and yet the auditor••tate that the cause
of thi. f1nd1n1 i. the CoIIpany'. -.trict adberence to Part 32.-

The auditor. baft uaed a -snap.bot- approach to ... a reea.lndation
contrazy to the Ca.i••ion'. rule., vb1le iporiDI .ta1lar i ••1I8. that Mye
a different Ulpact. rol1ov1n& the auditor'. reCCR _dation vould re.ult iD
a violation of Part 32 and alIo vould ruult 10 a policy cbanle affecUllS
all replated utilitiu, DOt jUlt leUSouth.

In 1978, Southem leU did DOt recopize a cUlt..r'l _po'it u iDe.. for
book or 1:&Z purpo... because thi• ...., vas nentually retumed to the
cUl~r. The DB diaqreed with thi. trument for taz purpo.e. ancl
arped that cUltoMr clepo.iU gould be reeopized u iDe.. vb_ the
cUl~r paid it to Soutbem leU. III 1983, Southem BeU paid the taz and
interut calculated back to 1978. AI a re.ult, deferred taz expense vas
credited and deferred taz liability vu debited. The iIltere.t upenae vas
excluded frOll replation.

In 1990, the DB coaceded thi. i... U Soathem Bell and u a renlt, ill
1991, refunded the ta.. (vb1ch bad been paid iD 1983) and paid Southern
lell iIltere.t calculated frOll 1978 U 1991 (vllich vu partially a
re1abur.-.nt for the iIltere.t UJ*lH paid in 1983). Sou1:bem Bell
recordecl the iDterut receiYed frOll the DB and excluded it frOll
replatioD, ill accorduce with Part 32, and rever.ed the debit to the
deferred taz liability.

If ~ern lell .... DOt pmailed ill tbU ar....t vith the DB, the debit
to the deferred taz liability would bave redned on the books (conttnutnl
today at a potentially nen hiper balance). 1'h1. outc.. would al.o ..an
that Southem Iell IIlould baft bad a _bit U the deferred taz liability
bel1DD1D1 ill 1978 (i.e., UDder the auditor'. reuon1D&, Southem Bell'.
rate bue vould bay. been UllDDatated frOll 1978 to 1983). III addition,
Southam Bell .till would baft iDeurred the iDtere.t expen.e paid 10 1983
uad excluded it frOll relulation.

- .... --
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COIIrMIT usrOllSI (CoDt'd.) I

Sou1:bena Jell dou DOt v1D "'17 d.1uar.-t nth the US. Vbu Soutbena
lell does DOt prevail, audit .eW_u nth the DS ha.e the re.ult of
UDder.tat1q rate bue, for a periDcl of tiM. !berefore, the auditor.
ha.e .1qlecl o~ thi. ODe .ituaUoa &lUI aaUci the ee-i••ioa to uke an
adjutMIIt to the c.paay', records vithout liriq a1a1lar veipt to the
.ituatioas vhere Soutbem Bell'. rate bue 18 UDderatated aDd vhere
Soutbem Iel1 is required to uclude intere.t ezpeue fr_ replauon.

The C.,any feels that tbe currellt treatMat of uc:1wlinl intereat iDe..
and intere.t upeue fr_ replatioD, is 111 accordaDce Vith rart 32, aDd 1s
fair aDd appropriate. '!berefore, the CCIIIP&D7 reca.IDd. that the
Coni.sion ute DO adjUStMDt to its treatMDt of intere.t 1DcClle.
Rovner, if the Coni.siOll decides to illpl-.nt tbe rec-.adatioD of thi.
f1Dd.1Dl, the ea-1••1on would haye to apply the ._ trea1:lleDt to interest
upense vhich vould result 1n hiper upeIl'. to the ratepayer.

~....
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lDIDDlGIUCOIIIIIIIDdIOII:

Acc..w..ted deferred taXe. and UAaIIOrt1Zed iD.e.mat tax crediU vh1ch
repre••t taXes c:har••d to r.plated operationa ahould Dot be trauf.ned
to DODrepalated operationa. e.ue-by-c..e burden of proof ccmcem1D& any
ac .,iolatioo bel_gl vith the COIIpauy.

COUMY IISlOIISl:

'!'he auditorl adl:Dovledl. iD the audit f1Dd1D1 1:1I&t they are awar. of
pr..,io\15 DS pri.,au letter ruliDl. 1D vlUch the Go.,.~t baa concluded
it is a DomalizauOD .,iolation if a public utility flov. throuP
UIWIOrtized IDY••tMDt Tu Crediu (I'JC) to iU ratepayer. 1ft CODjuac:Uon
vith ..I.U which are DO 1...1' 1ft the C.,uy'. rate bu.. ....rthel•••,
iD their reea.mutation the auditorl wi.t 1:1I&t the Ca.pany should DOt
tr..fer UDaIIOrtized ITCI to Dour.plated operationa•. 'Dail ill. is DOt a
cboic. or a decilion vh1cb il _de by tbe C.,.ay. '!be DS po.ition
applies to all pUlic utilitY property vlUch i ••ubj.ct to me DC'.•
DomalizatiOD pro.i.lou, DOt just that of 1ft.

Prior to tbe cre.tion of a .eparat. _uty 1ft 1915, the erl ...eu
attributable to Southem leU - Georlia'i ASI 11M of buliDul v.r. already
.elrepted fr.- tbe COIIP&D7' I r.plated operatiGIY iD Southem Bell', boob
of acCOUDt anc:I booked on a klov-me-liDe buil. S1II:Llarly, the ....U
vh1ch vere transferred iD 1991 to lel1SoU1:h C.-micationa, IDc., bad been
uliped or apportiODed to aonr.plated on soumem Jell'I boob. 1'buI
Southem Bell - Georlia'l regulated CUltalMtrl vere Dot charged the taX
ezpeu...sociated vith the UDaIIOrtized rre on thel...I.U; and
accordiDlly, vel'. DOt rigbdully _titled to tbe r.lated benefit. The
audit report .tate. that QI auditor. ex-tned the actual joumal _try
aslociated vith tbe ICI trasfer and DOted that the taxe. vera
appropriately allocated to aonr.plat.d. AI a reault, me C.,any il
uncle.r what CODC.ru th. auditorl bad vith thi. transaction.

Ielard1q the 19.7 and 1989 ..let transfer. to BellSOU'th Benice. (ISS),
the c.pany cODtiDud to _rtiz. the rre relatiq to the.. ..s.u on ISS'
boob of account. In 1989, the ratepayerl belan r.c.iriDI the r.lated taX
benefits throgp BellSouth'. policy of dindendiDI ISS' u.m1DI. bact to
Souaa-m lell. 1'Il11 di.,idacl1D1 vas ob'9'iously a benefit to me ratepayer.

Lastly, the auditor note. dlat Southern Bell - Georlia reta1Ded the
acc.w.ated def.rred inc.. tax.1 ..Iociated rith the 1989 transfer of an
airplane to ISS. It .hould be UDderstoad that thil transaction v.. an
iDterc.-pany sal. account.d for in accorctaDce rith IDt.rDa1 ".,enue Code
s.ctiODI 1501 and 1502, &Del DOt aD &llet transfer.

....
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J'IIIDDlGIUCQldMNTIQIf:

The C.a1••10D .hould be copilaDt that the e-,IIIY cierl••• beDefits
throup deferred tax acUvity 1D rate cue yur. &Del DOD-rate cue years.

COJJlAIY USPONSI:

The CoIIpaay think. thi. fiDdiDI 11 r_rkable .iDee the objecUve of the
aud1t vas to f1Dd -all WQDCe. of DOD-c.,l1uu:e vith tile C-.i••1OD'.
rule. coneemiDI traDIacU.. vith affiliate. CrtC-SKUOD 32.27)w. ud yet
ue audltor••tate thl. 'fillldiDI -dou DOt icleDUfy III)' ylolaUOD of GAAl.
fart 32. or I&C prori.lou.· !be CalIfIII)' records itl book UaDlactiODl,
1Dc:lucl1D& deferred 1Dc_ tl8 .,..., 1D accord&Dce vitia '-rally
Accepted AcCOUllltiq 'riDci,1Ie. (WP) aDd fUel itl tax retum iD
accordaDce vith the Iaunaal leY... Code (DC). M a relult, thi. ii'"
i. DOt a dloice or deci.loD vlUch 1. ... by the CCIIIpAII)'. ., daaDse to
the truDleDt of defemel tue. voulcl 1IIIYolft a cbup ill policy vIa1ch
would iapact all replated ut:iUtie., DOt just lellSout:h. !berefon, the
COIIp&D)' f ..ls thi. fiDdiDl has DO _rite
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